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PeaT, Marwick, MircrELL & Co.
CERTIFIRD PUBLIC ACCOUNTANTS *
" 100 BUSR BTRERT
BAN PRANCIBOO 4, CALIN,

Septeabsr 30, 1960

LANEN

Mr. Robart Blum, Fresident
The Asia Foundation
550 Kearny Street

" 3an Francisceo, Californis

Dear Mr, Blum?

In connection with our examination of the financial statements of The-
Asia Foundation for the year ended July 31, 1960, we notéd ocertain
matters relating to the sccounting procedures and system of internal
check and control which we comment upon in the parsgraphs which follow.
Ineluded in our comments sre references to certain conditions discussed
in ous letter reports for the year ended July 31, 1959,

Decauss we have vialted all overseas offices ln prior years and have
noted a peneral improvemnt in internal control and accounting proced-
ures, we iimited this year's examination at overseas locations to the
foliowing officea: Kabui, Karachi, Colombo, Kuala Lumpur, Rangoon,
Bangkok, Hong Xong and Tokyo. To augment our examination, we sxpanded
our teata at the Home Office with reapect to those locations which we
did not visit. Our visits were made without advance notice to personnel
of the respective offices, and at the conclusion thereof our {indinga
and recommendations were made known to the Representatives. Defore the
completion of our examination at the Home Office, we reviewed letters
received from the Representstives which indicated that in their opinion
appropriate corrective action has besn taken, and in most cases the
action sz indicated is in accordance with our recomsmendations.

Gpnerally, we have found that the financial records are well maintained
and the accounting procedures and controls are sdasquate. Howaver, aa
indicated herein, control can be improved in certain respects. Heving
regard to the test character of our examination, you will sppreciate
that relisnce must be placed on adequate methode of internal check and
control as your principel safeguard magainst u-rogularities which a test
omimtion may not disclose.

[ .
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A year ago we reported that employoes were not required to take regular

. vacations and that the Foundetion's practice was to allow annual leave

to accumuiate. In June, 1360, to correct thias situation, the Foundation
established a policy whereliy accumulated vacation leave of Home Office
employees may not exceed thirty-six days at the end of any calendar year.
Although any employee having accrued vacation leave in excess ‘of thirty-
six days on December 31, 1959 may retain guch leave within specified limits,
any excess over such limits 13 to be forfeited at the end of each sucoesd-
Ang year. We have been informed that employees will not be paid in lieu of
taking regular vaceations except on termination of employmsnt. This veoce-
tion leave policy does not relate to overseas persoannsl, but we understand
that a similar policy is to be established. We feel that the action taken
should contribute toward the desired requirement that employees, especially
thoss holding poeitions of trust, take regular vacations.

Ws have previously reportsd that leave records were incomplete at overseas
offices and that there was no requirement for reporting to the Home Office

the leave taken by overseas suployesa on the San Francisco payroll. During

this year the Foundation strengthened internal control over leave records
by requiring each field office to submit a quartorly report of all leave
taken by such-:field personnel.

As of July 31, 1959, we reported that no formal inventory records were
maintained for books in the San Francisco warshouse and that a physical,
inventory had not been taken during the year. Although a physical inven~
tory of all books and periodicals was taken on December 21, 1959, and
perpetual inventory records have been set up showing the totals of books
and periodicals on hand in the warehouse, a recent inventory taken August
15, 1960 indicated that the quantity of such books and periodicals on.

hn.nd axceeded the recorded inventory balances by 23,000 booka and 1,300
periodicals. These differences appeared to bs the ruult of hot sccutately
acoounting for all receipts and shipments of books. Books not meeting the
ériteria set for the books program are not recorded as received, but are
physicelly segregated and destroyed. It is suggested that the roooipt of
all books be recorded, including those which are to be destroyed, and that
controls be established over the destruction of such books. .

We previously commented upon the fact that stocks of books in various
Foundation warshouses at overpeas locations were uninsured. Management
has since decided that the quantity of books on hand at any one oversesas
location is too semall to warrant insurance coverage, except in the cese
af Tokyo, where the boocks lave been insured for $45,000, and Karachi,
where the quantity on hand has not yet been determined.

With reference to our last year's comment regarding the unexplained differ-
ence between the balance as reported to us by the Da Afghanistan Bank and
the emount shown on & copy of the bank statement furnished by the Kabul
office, it has been established that the difference was the result of an
erroneous amount being reported hy the bank.

SECRET o
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Our surprise count of the petty cash funds at the San Franclsco office
on March 28, 1960, revealed that several of the imprest funde differed
in varying amounts from the established funds as recorded on the books.

'In one instance thres psrsons had access to a single petty oash fund,

in several inastancesgthe funds contained I0U's, and in another instance
the oustodian had neglected to leave a memo in the petty cash bix as to
funde removed for official business. We Were.advised that corrective
action was immedistely initiated, and we noted a genarel isprovament

in the handling of cash funds at the time of our year end count. Howmver,
we have been informed that our surprise count was the ogly such count
made during the yesar. We feel that occasional surprise occunts made by
the Controller's Office would encourage the proper handling of essh funds
at the Home Office.

Our surprise cash counts at Karachi, Colombo, Rangoon, Bangkok and

Hong Xong revealed instances in which petty cash funds were not suffioli~
ently accounfed for or properly used. Undesirable practices which we
observed included unauthorized borrowing from petty cash funde, failure
to obtain appropriate documentation in support of expenditures, and
reporting expenditures before they had been made. Before our departure
from sach location we suggeeted that surprise petty cash counts be made
by the Representative or his designee to encoursge the proper handling

of funds. We recommend that this suggestion be adopted by all overseas

. offices.

Incoming mail relating to the Asian Student newspaper and the Books Yor
Asian Students progres is routed unopened to the persons responsible for
the respective projects. This mail occasionally includes ocash contribu~-
tions vhich are scknowledged by letter and then submitted at’

intervals to the Controller's Office for recording and deposit. It-
would appeer thet internal control would be strengthensd if the meil were
opensd and all contributions listed by the Communications Section before
being turned over to the Controller's Office. The listing coild be used
for subsequent acknowledgment of the contribations and for checking the
details of dally deposits by someone other than the person preparing the

depoeit,

Field offices generally do not advise the Home Offioce of the receipt of |
books shipped to them or to their grantees. We fesl that notificetions
of receipt for such shipmente sh be required. ' _

In prior years we have reported that at several oversees locations

inv s and other supporting data have not been effectively cancelled
in ofder to prevent duplicate payment. Of the overseas offioces visited
this year, we feel that action should be taken in this regard at Colombo,
Kuala Lumpur, Bangkok, and Rangoon. Although the «“invoices thet are pro-
osssed in Tokyo are cancelled at the time of payment, we noted that many
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g and other reporie neu not Leen-complied with in the following instances:

fura. Jevelopment Commission
Cinisury of Ydnes end Indugtries .
Univergity of Kabul Gymnasium

Trslitute of Personnel fdministration
&7 ieral Doy Scout Hesdquarters

- travel

s ey
LOUATICT

SECRET -



cangkok, Thajland

P'3202  Chulslongkorn University - Miss Vekavakayannopdhse
. P 4399 Children's Club of Daroon Sarn .
P 4299 Chulalongkorn University - Athletes' travel
P 4399 Thammasat University - Athletes' travel
Hong Kopg
- 1959 Loan to Seientific Supplies Agency and

. Union Press Organization - Malsys Fress, Ltd.

-

-ckyo, Jespen

Fo2ooy Junior Zxecatlve Jounciu o0 Jdaparn
7 4099 Nationsl Ccourcil of Cu.turs. r~ravizet on
r 5301 Courcil for Asgista:ce to Jores:. Jiluimnis

. hnom Penh, Cambodia

» 5101 .  Chung Chen School

F 5101 Eccole Vichea Tip
faipel, Tolwen
2 i _ )
P 1007 Academis 9injica Microfilm Machine
P 1012 "National Taiwen University )
‘P 1099 Lu, Haino~tung ~ travel
P 1301 English Training Center
P 3299 Chu, Hao-jen - travel
P 3592  Dr, Chu °
P 3599 Chinese Horticulturel Society
P 3101 + Frae China, Fortni itly
F G102 Continent Magezine
P !

d201 Mrg. Warg Tlso-yusn - tra.!

“arila, Yhilippines

F 3004 Phiilppines Associalion oI Jocle, Worzers ez
I 4308 YMCA - Repional Trainiiy eninars

Instances in which the terma specified in lettaers of a;reemeqi have not
complied with dre aa folicus:

.‘n -

A letter of agreemont, datad JApril 1, 1859, covering internationa’
tions training at the University of Rangoon, outlines a three year

providing for & total expenditure of $144,200. Of this amount, 317,
was designated for the purchage of referanbe end teaching materisic

related administrative costs, $5,500 was designated for travel of
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p;opp*aor", aud Too o corainiis P, T00 was desiinated for expenses

of visi L+‘ﬁ prolessers o wrainees, o0 tie Line of our vigit in

June, 1230, funds alrezuy expended for +the firast two purposes outlined
ahove exceeded the total amount aliocated therefor.

Hond Xong

The terms of a letter of agreament, dated September 30, 1958, relat-
ing to the establishment of the Malaya Press, Limited, provide in part
that the Press would write, publish and distribute textbooks for Chinese
secondary schools in alaya and Singapore. However, recent correspon-
dence indicates that the Press used a portion of the funds to enter the
primary school textbook {ield, although not authorized to do go by the
letter of agreement.

Saigon, Vietnam _ T
: ’ .

In a letter of agreemeni, dated lcvember 25, 1959, with the University

of Hue, provision was made for a maximum expenditure of $3,000 for text-

books and classroom equipment. However, $5,019 was spent for science

laberatory equipmert and the construction of study tables. We were-

informed that this deviation from the terms'of the agreement was mmde on
the verbel authorization of the Representative, :

San Francisco

In 1954, the Foundation loaned $25,000 Lo Mr. Charles Tanner, & former
employes, for the purpose of establishing himself as a recognized motion
picture producer in Hollywood and performing other specified functions.
The correspondence files indicate that Mr. Tanner has as yet failed to °
accomplish these objectives and although he has confirmed his indebtedness
and his willingness to repay the loan, he has stated that he 1a not in a
poeition to do so at ihis time, .

-

. We hoted instances &t Karachi) Tokyo, Saigon and Vientiane wherein the payee

of a grant was an individual, and not the grantée organization. It is recom—
mended that grants to organizations be made by check wherein the grantes
organization is specified as the payee. We feal that checks should be drawn
in guch a manrer as to minimize the risk of funds being diverted from the

+ grantee. It may be that the grantee organizalion does not have a bank

account and objects to establishing one, in which case it is sugpested that
the payee. of the check be specified in the letter of agreement ms the trustee
for the grantee organization.

Our tésts discloged instances at Kuala Lumpur in which some letters of agree-
ment, negoviszted in the latter part of 1859, relating to Civic and Community
Development activities, did not clearly state the purpose or intent of the
grants., At the time of our visit in June of 1980 this situation appeared to

SEGRET
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Fequent to tre time of our visit,

«d that tris practice has been dlscon-
Lumpur Hepre bentative irdicates That
groordence witn Feundation polilcy.

ome Iflice, .t aprears Lhat roundation

policy in this regard has veern sul jett ic verious interpretations.

At other offices we roted tre followi:nz ingtances in which funds weré expendsd

prior to obtainirs
’ -
Karachi, Fekistar

properly sirned lstlers of arreement:

1

P 3210 Mr. Marglioob curaishi us$ 1,244
Sairon, Viefnan
P 2199 MinistTy of Agriculture. ' 967
Secul, Koreas ,
* P 3202 Korean Fesearch Center 2,000
Maniia. Phiiippives .
P 1014 "The World's Great Religiong" 1,080
P 1099 Conorado Aquino ~ travel 187
P 1098 Paraluman Asplllera - travel . - 187
F 1089 Cecilic Lopez - travel _ 58
P 3001 Prilippine Conatabulary Law Library 5,059
P 3003 Dr. Atlenza - ttavel ‘ - 250
F 3005 Wational Inteliigence Coordinating Agency 1,539
F. 3599 Licerie Sorino ind Martin Jugo - travel 1,104
P 6002 Fhilippines Certer, F.E.N. 110
P 5099 Carlog Ramos - per diem <
P 8599 F. ?. Deleon - travel ’ 662
Rangoon, Burmsa
b 3002 ?anroon Viriience Coclety : 14
SO0 crinting "Military History and Lefernse
:o+1pd’ 1,187
Bangkok, Thai.a:nd )
P 1101 tgsccimticn of Southeast Asian Institute
of Ligher Lesrning 1,450
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During the year under review, [he fsia rress Limited and The Asia Pictures
Limited continued their operakiong es iescribed in our report of a year ago.
. L]
Before the time of our visit, the Hong Kong Representative retmined the local
office of *esat, rlarwick, Mitchell #% Co. to make a physical count of the books
on hand at the Hong Fong iocations of The Asia Fress Limited. The count
revealed & shbrtage of approximately £2,000 books. Thias shortage was explained
by Mr. Chang Kuow-sin, Governing Director, as having been caused hy his former
business manager and other employees whom he replaced in 1957. .

As previously reported, The Asia Pictures Limited constructed a new building
to house a second sound stage on land rented from the Govermment on a month-
to-menth bagis. Ve age informed that attempts to nesotiate a long-term lease
have failed and the oniy alternative would be the possibility .hat the land .
might be purchaseq at public guction. This would be expensive and aepparently
not in accordance wiih the present plans for this project. .

To date, the Foundation hag jnwested a tota! of approximately $754,000 in
The Asia ~ress Limited and ¢337,00C in The fsis Pictures Limited. By agree-
ment dated July 2%, 1920, the roun:aunon i3 to iransfer its intersest im these
companies to Mr. Chang as of July 3., 100, subject to the concurrence of the
Hong Kong Representetive and ihe completlon of an sudit of the companies'
records. In this connection, the auditors have teen requested to include in
thelr report an evaluation of capital sssets so that the import of the
transfer might be more clearly evident,

As mentioned in last year's report, the Foundetion hgd not received an account-
ing for a grant of $16,967 made on June 20, 1957 to Scientifid¢ Supplies Agency
in Hong Kong for the writing and distribution of Chinese textbooks in Cambodia.
During the current year, the Cambodian Representative recommerded that &ll
manugcripts,- printed proofs and sample textbooks, together with the unused
portion of the grant, be turned over to the Foundation. Correspondence from
the' Hong Kong Repreasentative dated Auzust 4, 1960 indicates that ithis recom-
mendation has beer carried out. Of the total grant, $9,310 was accounted

for as having been uged in-connection with the projsct, Another letter dated
September 10, 1960 from the Cambodian Representastive states that his review

of the accounting indicates that certain reported expenditures should bs
investigated. -
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nion rress in Hony Kong had sgreed
Jlen-aapported Unien rfress projects
iaaependent accountants mutyally

7. #usament had been resched with
! Thel ani operationg. This year we noted
that the Malara Thed e w3giatives have arranged for an audit
of the Iress' = =1 e countries as of Yarch 31, 1860..
At the time of ovir vigit to Hong nons, we wclad that an audit of tha Union
Pregs activities ha: neen mede by tne Tirm of Chen Wong and Company for the
period April I, L1050 through July 31, 13583, only. We'ware unsuccesaful in
determining wheu: s r'az nol tie audit wag being extended to coyer the remainder
of the: ;ear enael “arch 31, 1030, vecause we were requested by the Represen-
tative not to coentect either the auditors or tlie Press. We feel that unleass
the lUnion Fress operationg in all three countries are audited for the same
period, little valuable information wilil be derived therefrom. The follow-
ing ig 8 brief summsry of expenditures; made to the Union Press: -

We have previous.y reportgd t:nat
o have an auail of kil .~ i3
for the year cuded &
accepisnie Lo .o*h cartias. v
respect to the “re€:t lialays o

fan T 4
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Ferijod K Hony; Kong Malays Thailand Combined
1952'to July 31, 1952 % .693,893 302,085 12,169 1,278,147 -

Estimated for the year o :
ended July 21, 1980 . 104,000 _116,600 12,000 232,600

ke "toonomic Herald ," one of several publi-
i :e roundation, was recelving grants based
on 8 reported circuietion of ?,C copies per month, whereas it was actually
publishing legs trnan g,000 i=zs per zonth., The present publisher attempted
to justify tihis irrerulavity oy t&ting tnat he was only continuing to report
flgures that were nozparacle o theose reported by his predecesgssor. -As a re-
gult of the foreaoi”j, the lcundation has discontinued its support of this
publication and tie Representative is endeavoring to recover HK$10,000
(US$1,513) advenced for & security deposit. In additjon, the Representative
has informed three cther supporied publications that an audit of their
accounts will bhe rsquired &3 of March 31, 1380, )

This year it came %o ight tha=
cations in Honr Xong supported o

('_) '.- o+
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We have previously described the circurstances surrounding a grant and losn,
totaling approximately $15,000, mede to the Hong Kong Orama Tour, and the
troupe's failure to make a propoged tour to Malaya. Thls year, the Hong Kong
office was successful in recovering some lighting equipment valued at $3,000,
and a8 it was felt that no further recovery would be realized, the loan,
86,370, was written off.

We agaln noted that there are many instahces in which projecot expenditures
and encumbrances exceed the epproved project amounts.
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The following dats Is furnished for your zereral informations

Withdrawels from San Franclsco bank accounts, except imprest and payroll
_accounts, are made by checks requiring two .signatures. Checks are usu- .
ally aigned by the Controllsr or his assistant and cosigned by the President, |,
the Director of Adwinistration, or the Asaistant to the President. Authority
to draw single signature checks against Lank accounts at overseas locations
is granted to authorized field representatives by resolution of the Executive
- Committee of the Board of Trusteea. The Controller ls also authorised to
withdraw funde from overseas bank accourts.
[ ] - .
Advances to employees are current., Other accounts receivahble amocunted to
$6,903 at July 31, 1960, and of _this amount, $4,754 was over ninety days
old. During the year, one account receivable in the amount of $3,062, dus
from & former employee for estimated recoverable income taxes, was written
off as uncollectible.

As heretofors, the general practice of the Foundation is to obtain verbal

or written competitive bids on all orders over $1,000, and to award orders
to the lowest competent bidder, taking into congideration specifieations to
.be met, freéight and hendling charges, and the date of delivery when time is
an important factor. There are two general types of pxception to this prac-
tice, namely: (1) routine orders for books, and (2) occasional orders for
apacified items{which are purchased directly fram manufacturers.

L W]

Prescribed purchasing procedures require that all orders of $2,500 or more

be approved by the President ¢r the Director of Administration. Our tests

of the purchase order files indicated only one exception to this procedure,’
that being the issusnce of & purchage order in the smount of $4,595 for a
microfilm machine requested by the Bangkok office. In this case, the .
Director of Adminisgtrapion entered his approval when the omimsion was brought
~to his attention.

-

Adequate records are maintained at the Head Office which reflect the acquisi- .
tion, current status, and diasposition of capital equipment at all locationd.
In the prior year, we reported that a physical inventory had been taken of

all furniture and equipment and at the year snd certain items were held in
suspense classifications in the Home Office records pending receipt of
required information from the overseas locations. This year, all such items
were cleared from the guspense clagsification and the equipment records are '
up to date. :

In August, 1959, printing equipment formerly used by the Democracy Publish-
ing Company' was transferred in the form of a grant to the Univeraity of .
Rangoon. This equipment had been carried in the capital outlay accounts at
& cost value of $67,231. In the prior year, we reported that papital outlay

SECR
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items costing approximately $25,000 were left with various United States
citizens or organizations in Indonesia. Certain of these items, repre-

genting leasehold improvements costing $10,751, were written off in the

year under raview. We noted nb other item of capital equipment having a
-cogt value of $5,000 or mere that had been disposed of.

The following employads were hired during the year and were earning a
salary of $13,500 or more at the yeer ond? .

Salary at

Employee _Pregent Pogition _ -~ July 31, 1960
Paul J. Burnstte Librariaﬁ, Office of the .
Representative, Burma $ 13,500
Harry H. Crosby . Difector of Studies, Pakistan e
Air Foarce College, Pakistan 13,500
- Arthur Paul ' Economics Advisor, Afghanistan 17,500

Also, the followfng selary rate increases were granted whereby other
employees' annual basic salaries were raised from below $134500 to above
that amount:

*

Selary at

Employee ‘ -Presént.Position \ - July 81, l9§Q
*William T. Fleming  Representative, Ma.laya . $ 14,091
' Robeft B, Hall Raprssdhtafiég,.Japan . 16,000
Johp E. James . Repreaentﬁpive, Koresa 13,860
Paul P. Jﬁdge . Rapfesentative, Philippinaa ‘14,058
" Richard J. Miiler Representative, Taiwan ' , 14,325

.

‘It 18 the policy to reimburse smployees for all travel and entortainnant‘
expenses incurred on behalf of the Foundation. Reimbursement is made on

the basis of actual, but reasonatle, costs. The reasonableness is subjeoted
to the review and approval of supervisory personnel, In additien, all reim-
bursement youchera are scrutinized by the Controller's effice. During our
examination we noted no instances in which such expenditurss appsared to be
excegaive, axcept that, as prev10usly reported, the former représentative.
of the Tokyo office continued to charge the Foundation for the travel
expenses of his wife when she accompanied him on official business trips

out of Tokyo. _ _ oot
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A vear aso we raported tnat menagernernt twed considered tde advisabil-
ragl audiv prograrn out cdeemed it unwarranted

ity ol dasvelopliy an in _
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with the panagenent of lie
has teen givern & this

definite aciion therson

‘e unintentional interference
yes.  Tuarther considerstion
¢ yvesr under review and no

d in ne Immediate futurs.

The matterd presenied herein have beer dlscussed with Messrs. John F,

Richardsen, lirecior, epartment of rdmirnistrstion, and George E. Seltz,

Controller. Should you have any questiore with regard thereto, we shall

te pleased %o discuss them with you ai your convenience.
'

LI

.

We wish to acknowledge the courteazies extended to our representatives
during the tourse of our examination,

Very truly yours,

[enl, Wenrek, WilLdotl &
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